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SUMMARY 


The rate of economic growth in Guatemala, after slowing moderately in 1971 
from the high rates achieved earlier, appears to be accelerating again. 

The causes of this current upward swing are essentially the same as those 
that underlay previous fluctuations -- changes in commodity export perform- 
ance. Given the nature of the current changes, especially those involving 
coffee, it seems probable that a relatively high growth rate will be 
maintained through 1973. In 1971 the Guatemalan Government began imple- 
mentation of a five year development program designed, in part, to offset 
externally dictated changes in the economy. Administrative difficulties 
that could continue into 1973 have held public investment below planned 
levels, however. Partially offsetting the favorable impact of the commod- 
ity situation is the continued institutional deterioration of the Central 
American Common Market. By discouraging new industrial investment and 
limiting demand for Guatemalan manufactures, this disruption has indirectly 
dampened Guatemala's demand for capital goods and raw materials imports. 
The decline in regional demand has not been countered by a like increase in 
domestic demand despite the increase in commodity export earnings. The 
problem is primarily one of income distribution and will be attacked by 

the programs of the development plan. In the meantime, however, the 
combination of rising commodity exports and relatively weak consumer 

demand have raised international reserves and domestic monetary liquidity 
to record levels. Conditions for doing business in Guatemala continue to 
be exceptionally good. 








A. Current Economic Situation and Trends 


1. Background: A Relative Pause Followed by an Unexpected Surge. Despite 
impressive strides made during the past decade in diversifying its economy, 


Guatemala, to a considerable degree, remains subject to the vagaries of 
external developments. The past several years through the present moment 
provide all too clear evidence of such dependency. Rising coffee prices in 
1969 and 1970 combined with regional trade opportunities following from the 
cessation of commercial relations between El Salvador and Honduras brought 
about a reversal of Guatemala's traditional trade balance deficit and with 
that reversal, gross domestic product growth rates of 7.0 percent in 1969 
and 6.4 percent in 1970 (constant prices). By 1971 coffee prices had begun 
to drop, however, and the trade dispute within the Central American Common 
Market had worsened to the point where Honduras effectively left the Market 
causing a loss of approximately $10 million in Guatemala's regional exports. 
Seeking in part to reduce the country's dependence upon such external vari- 
ables, the Guatemalan Government had ready for implementation beginning in 
1971 a comprehensive economic/social development program, In line with that 
plan, the Central Government's investment budget was increased to $57.9 
million in 1971 (from $42.6 million in 1970). Adjusting to the expanded 
program proved difficult, however, with the result that actual investment 
spending of $43.9 million in 1971 was only $2.7 million more than in 1970. 
Without the boost that the full investment program would have given, the 
economy could not counter the adverse external developments just mentioned 
and the GDP growth rate fell to 5.7 percent. Such a rate, of course, is 

not bad by world standards. If anything, the drop from growth rates of 6+% 
to 6-% should be described more in the nature of a pause than a slump. This 
conclusion is emphasized by the fact that most productive sectors in the 
economy (including agriculture, manufacturing, transportation and commerce) 
achieved growth rates near or above this average. Moreover, the prudent 
policies pursued by the authorities maintained monetary and balance of 
payments stability during the period under discussion. 


2. The pendulum of commodity cycles often swings in an unpredictable manner. 
In 1972 the swing has been unexpectedly favorable and thus Guatemala is again 
reaping the rewards rather than the disadvantages of its trade dependence. 
Not only have coffee prices risen anew but most other commodities -- many 
developed during the past decade -- are prospering. Cotton has enjoyed 

near perfect growing conditions that have produced a near record crop at a 
time when world demand is high; producer shortfalls elsewhere have pushed 

up world demand for sugar permitting Guatemala to dispose of its stocks; 
production difficulties in South America combined with optimum climatic 
conditions here have caused the sole exporter to increase its shipments of 
bananas from Guatemala; and U.S. demand for beef has brought about a 
temporary lifting of the voluntary export restraint program. In addition, 
crops of secondary importance, such as cardomon and sesame, are either in 
the normal upslope of their cycle or, in the case of fruits/flowers/ 
vegetables, are responding to exporter interest in diversification. Finally, 
in considering the favorable external variables, it should be noted that 
consumer demand in Costa Rica created opportunities for Guatemala's regional 


exports (and led to still another CACM crisis, more of which later). The 
combined effect of these external variables has been to restimulate the 
economy. Net international reserves have been pushed to record levels, 
greatly increasing in turn domestic monetary liquidity and thereby 
encouraging (to a lesser degree) consumer demand. Perhaps the best indi- 
cator of the better than expected economic situation is found in the 
surveys of business expectations conducted by the Embassy. Whereas in 
January, 39 percent of the survey group expected to increase sales during 
1972 by more than 10 percent, in July 49 percent of the same group reported 
that on a six-month basis sales were more than 10 percent above the corre- 
sponding 1971 level and 55 percent expected to surpass that target on the 
annual basis. Taken together, such developments suggest that in 1972 GDP 
should grow in the 6.0 to 6.5 percent range. 


3. The Outlook: The Potential Economic Impact From Good Export Earnings 
May Not Be Fully Realized. Historically in Guatemala export earnings have 
provided the financing that has determined investment and consumption 
cycles. Consequently, there would normally be reason to believe that the 
country has entered a period of expansion that should extend at least through 
the forecast period and probably well beyond. The outlook for all commodity 
exports is bright. With one exception, earnings from all of the commodities 
just discussed should continue to increase at an above average pace. The 
one exception is cotton where production estimates for the crop now in the 
ground are set below the level attained last year. Even in the case of 
cotton, however, export earnings in 1973 should be well above the 1971 
level. 


4. To the stimulation provided by export earnings in the year ahead, there 
possibly will be added two other positive factors. Plans for carrying out 
the long-negotiated nickel project of International Nickel/Hanna Mining 
appear to be reaching a critical point. If the project moves ahead, it 
eventually could increase the country's growth rate by as much as one 
percentage point annually and would immediately -- in 1973 -- stimulate the 
economy through its construction phase. The months ahead should see a 
definitive decision on this investment. The second possible growth factor 
involves the Government's investment budget adopted in support of the 
Development Plan. In 1972 for the second year running, the investment 
budget was greatly expanded (to $76.6 million) and should continue to grow 
in the years ahead. Unfortunately, through July 1972 efforts to utilize 
the expanded investment appropriations have not proven very successful. 
Consequently, until administrative difficulties can be overcome, the planned 
contribution of the public sector to the economy will not be fully realized. 


5. Against such probable and possible growth factors must be weighed a 
series of negative developments. First, the institutional crisis in the 
CACM which resulted first in the cessation of trade between El Salvador and 
Honduras and then of Honduras' effective withdrawal from the Market, during 
the past month has brought trade between Costa Rica and the remaining 

three members to a halt. Although there appears to be a willingness by all 








involved to negotiate the dispute, it also appears that when trade is 
resumed it will be on a restricted basis favorable to Costa Rica. This 
probable development, together with the bilateral trade agreement recently 
signed by Honduras and Nicaragua and Honduras' attempts to negotiate 
similar agreements with the other members, suggests that, in the short run 
at least, completely free regional trade will not be restored. For the 
longer run the possibility still exists that the institutional make-up of 
the CACM will be restructured in a manner that both restores free trade and 
satisfies the aspirations of those members who feel that the existing 
Market has worked against their interests. Such a hoped for solution, 
however, is probably beyond the time frame of this outlook. Accordingly, 
it cannot be assumed that Guatemala's regional trade will continue to 

grow; it might, in fact, contract somewhat. The overall situation 
naturally continues to work as a damper on plans for industrial investment. 


6. The second negative development is also institutional and even more 
difficult to quantify. Earlier this year the Bank of Guatemala (the central 
bank) was forced to intervene a local bank to prevent what would have been 
the second commercial bank bankruptcy within less than two years. In order 
to permit prompt intervention, the Government adopted special legislation. 
The fact of two bank failures coupled with the existence of this new 
legislation naturally has unsettled the financial community. In such a 
situation it can be expected that risk taking will be minimized and credit 
security emphasized. Consequently, despite the existence of record liquid- 
ity levels it cannot be assumed that the banking system's portfolio will 
expand to a like degree. If such portfolio expansion does not occur, the 
historic relationship between export earnings and economic expansion will 
have been blurred. 


7. Finally, in considering negative factors, the country is experiencing 
a mild drought that has been most severe in its impact on the small corn 
and bean farmers. In addition to raising the price of these staples, the 
drought will undoubtedly cause farm incomes to fall somewhat. Consumer 
demand among the working classes in the period ahead, thus,will both be 
reduced absolutely and diverted away from goods that are not essentials. 
(It should be noted that commodity export earnings generally benefit the 
middle and upper classes, who have different consumption patterns.) 


8. The combination of factors just discussed sums to a rather interesting 
situation. Foreign exchange will be available to meet all reasonable 
demand, even if the nickel project is delayed. Imports, however, will not 
rise substantially since the CACM situation should dampen demand both for 
industrial capital goods and industrial raw materials and intermediate goods. 
Similarly, the effect of the drought on consumer incomes coupled with any 
shortfalls in public sector investment (and thus in employment opportunities 
for unskilled laborers) will limit domestic demand for Guatemalan 
manufactures. Only the recipients of the commodity windfalls will be in 

the market for consumer imports and the more sophisticated local manufac- 
tures. Given the relatively limited number of individuals in this category, 


the consumption demand thus generated probably will not be great. With 
international reserves thus rising, domestic monetary liquidity will 
continue to expand. Although the banking system will be prodded to place 
such funds, and thereby stimulate the economy, it probably will not be 
overly aggressive. The Government may attempt to absorb some of this 
liquidity through bond sales; since funding limitations are currently not 
the primary constraint on its investment program, however, it is difficult 
to see how the proceeds of such sales would be employed. In such a 
situation, it goes without saying that monetary and balance of payments 
stability will be maintained. Lest the conclusions being reached be mis- 
interpreted, it should be recalled that Guatemalan economic growth is 
mathematically still dependent to a large degree on external variables. 
Consequently, the commodity outlook by itself almost assures that growth 
will not fall below six percent in the year ahead. It can be concluded, 
however, that there is little likelihood that such growth will begin to be 
self-sustaining. Structural problems such as the pattern of income 
distribution and administrative obstacles within the public sector work 
against the theories of multipliers and accelerators. Were it otherwise, 
domestic demand might take up the slack left by the regional trade crisis. 


9. An economic question generally unrelated to the above analysis is that 
of prices and wages. Guatemalan authorities have traditionally pursued 
conservative monetary and fiscal policies that have served to control 
inflation and they will continue to do so. For some years, however, the 
country has been importing inflation and this process has accelerated in 
the wake of the 1971 world monetary adjustments. As imported inflation 
spreads throughout the economy, wage demands can be expected to rise. 
Nevertheless, the degree of wage/price inflation in Guatemala is likely to 
remain moderate by the standards of many other countries. 


10. The Non-Economic Variables. In discussing Guatemala the question of 
political terrorism frequently arises. The Arana Government is making 
headway in reducing this type of violence, While some terrorist activities 
will probably continue during the forecast period, it should be noted that 
they have not threatened either the political stability of the Government 
or the economic growth of the country and have little possibility of future 
gains in this regard. Just as frequently in discussing Latin America the 
question of economic nationalism emerges. A feeling of nationalism is 
evident in Guatemala as elsewhere. It is, however, relatively mild here. 
The Arana Government has taken pride in drawing a balance between such 
feelings and the desire to encourage private foreign investment. Its 
purchase on a cash basis last May of the U.S.-owned light and power company 
is a good example of this positive policy. Naturally, the foreign investor 
as well as the Government must be able to accommodate himself to the 
environment that is emerging. 


B. Implications for the United States 


1. Although Conditions for Doing Business are Favorable, Demand Must be 
Stimulated. The list of factors, both emerging and traditional to the 


Guatemalan scene, that affects the operations of U.S. investors and exporters 








generally implies very favorable business conditions. Naturally some 
difficulties can be foreseen during the forecast period, but they are of 
the type that can be overcome through careful planning and energetic 
salesmanship. Consider first the positive factors. Guatemala is a 
traditional market for the U.S. exporter and a long-time base for the U.S. 
investor. Despite the fact that our share of the market has slipped in 
recent years, U.S. goods are held in high regard and consumer receptivity 
is generally good. (The devaluation of the dollar is thus permitting 
Guatemalan importers of various product lines to return to the goods they 
naturally prefer.) The attractiveness of Guatemala's tradition of 
monetary, fiscal and balance of payments stability to both investors and 
exporters similarly cannot be regarded lightly. Note then Guatemala's 
stable governments in recent years and well-balanced sense of nationalism. 
Add to these positive factors of relative long-standing the commodity 
outlook with its implications for foreign reserve accumulation and domestic 
monetary liquidity; there is little likelihood of a payments or credit 
problem in Guatemala in the foreseeable future. Consider then the fact 

of the Government's wide-ranging five year development plan that promises 
to both raise consumer purchasing power among the working classes and 
create specific product demand in such areas as health and education 
facilities and small scale agriculture. Finally, review the continued 
expansion of commercial agriculture and the parallel growing demand for more 
sophisticated agricultural inputs and Guatemala clearly emerges as a good 
place to do business, 


2. Turning to the difficulties, against this long, positive list of 
implications to be drawn from the current Guatemalan economic situation 
must be set the obstacle of constrained demand. Demand is constrained by 
both external and internal factors. Externally, the Common Market situation 
means that new investment in manufacturing is likely to proceed slowly and 
thereby dampen demand for imported capital goods. To the extent that 
regional trade is arbitrarily limited, the situation also means limited 
demand for imported raw materials and intermediate goods. Under optimum 
circumstances, growing domestic demand might offset regional trade 
problems but, unfortunately, this is not likely to happen. The principal 
constraint on domestic demand during the forecast period is the pattern 

of income distribution. Thus the growth of liquidity stemming from 
commodity exports generates directly relatively little consumer demand, 
and then primarily for sophisticated goods that are purchased only infre- 
quently. It might be otherwise if the financial intermediaries would 
employ the funds on deposit with them in an aggressive manner that reached 
out to more people, but that does not appear to be the mood of the moment. 
An alternative method of increasing working class purchasing power is 
through the Government's development program, but as discussed, that also 
has not yet begun to bite. 


3. Accepting the fact that demand for U.S. goods probably will lack 
vibrancy during the year ahead -- notwithstanding the existence of what 





otherwise is a very favorable business climate -- is not to conclude that 
the enterprising exporter cannot find numerous sales opportunities here. 
Although few new industrial investments are underway, many local manufac- 
turers are in the process of re-equipping themselves. In a sense, the 
Common Market situation is actually stimulating such activity in that it 

is requiring greater levels of efficiency from many manufacturers. 
Similarly, although the development program is a bit behind schedule, it 
already offers many sales opportunities. With regard to the specific 
product areas that offer the best possibilities, a comprehensive examination 
of this question was made in the Embassy's Trade Outlook Articles issued 

May 10, 1972. In brief, the opportunities are greatest in the field of 
agricultural inputs, both because of the commodity boom and because the 
development plan concentrates on agriculture. Next in importance would 

come packaging equipment and upgraded machinery for the food processing 

and textile industries. Finally, consideration should be given to the 
equipment intensive programs of the development plan that have definitely 
been inaugurated. Opportunities exist, for example, for the sale of 
hospital and communications equipment and construction gear of various types. 


4. Just as sales opportunities await the energetic exporter, the potential 
investor should not turn away without careful examination of the situation. 
Although the disruption of the CACM naturally requires that proposals for 
investments based on regional sales be carefully considered, investment 

for the home Guatemalan market and the extra regional market warrants 
examination. Especially for the extra regional market. When the general- 
ized tariff schemes offered by the developed countries of the world to 
benefit the trade of the underdeveloped countries become fully operative, 
Guatemala's strategic location, favorable climate, membership in the 
dollar bloc and available natural resources -- especially agricultural 
resources -- will make it a prime area for traditional manufacturing and 
newer agro-industry investment directed to such new markets. 


5. In sum, what is needed is foresight in investment planning and a selling 
job to stimulate import demand in an otherwise favorable business environ- 
ment. Since many sales opportunities here involve public procurement, a 
word about bidding procedures is in order. All Guatemalan Government 
purchases over $3000.00 are acquired through open bidding. The period in 
which bids may be filed, however, is often quite limited, occasionally pre- 
cluding U.S. participation. Frequent contact with the Guatemalan market 

is thus a requisite for doing business here. 








Even if your company 
is already exporting, 


some of these facts may surprise you. 


7 surprising facts about exporting 


Small businesses are big in export. 3 out of 5 United States exporters have 


fewer than 100 employees. 


Exports keep 3 million Americans working. Every $15,000 of exports 


equals 1 job. 


Taxes can now be deferred on 50% of export profits. 
United States exports are a $43 billion-a-year business, and growing 11% 


each year. 


Export sales of durable goods increased 17% during 1970 while domestic 


sales of the same goods declined 3%. 


96% of all American firms sell only in the United States. 
7: Booth space ata Commerce Department Trade Center can cost as 


little as $400. 


A major California wine producer has demonstrated 
that it’s possible to market American wines in France. Sur- 
prised? Read on. 

You're probably aware of the effect of the new cur- 
rency realignments on selling overseas. Your goods are now 
priced more competitively in world markets. 

But are you aware that you need pay no tax on one- 
half of your export profits? Recent tax legislation permits 
companies engaged in export trade to set up a Domestic 
International Sales Corporation (DISC) and thereby defer 
Taxes on 50% of their export income. 


Exports— growth market of the year. 
Export sales help smooth our domestic cycles. Last 
year exporters discovered that many of their off-shore 
markets were recession-proof. During 1970,domestic sales 


of durable goods shrank. But export sales of those same 
goods increased by 17%. Exports proved to be the growth 





market of the year. And they continue to grow at an average 
of 11% a year—about one-third faster than the growth of 


all U.S. industry. 


You don’t have to be big to be 
profitable in exporting. 

If your firm has less than 100 employees, you should 
know that the majority of other exporters are about your 
size. More than three out of five, as a matter of fact. A 
manufacturing firm in Minnesota, with only 26 employees, 
is a case in point. Five years ago, they weren't even in ex- 
port. Now it's 25% of their business. And the extra volume 
helps them get longer production runs with lower unit 
costs. Often, the added volume is without added capital 
investment. 


A helping hand for U.S. exporters. 


Take advantage of all the services available to you 
from the U.S. Department of Commerce. The Department 


and its 42 Field Offices can help you pinpoint the likeliest 
markets, by providing you with the research, marketing 
data and trade statistics you need. They can also help you 
expand into new markets. Like the Mississippi pump 
manufacturer who was selling successfully in Europe. After 
Commerce specialists came up with a report on marketing 
in Japan, he developed even bigger sales there than in 
Europe. He’s not alone. Of the firms using Commerce 
services, 60% have increased export sales. 


Expanding your distribution. 

The Commerce Department has ready access to 
135,000 overseas distributors and manufacturers’ agents 
who want to represent American firms. You can choose a 
distributor from existing lists, or, for a nominal fee, the 
Department will find a special agent to handle your specific 
products. 

In addition, as 1,800 American businessmen have 
done in the past five years, you can join a Trade Mission 
and travel overseas with the Mission to make commercial 
contacts.. If you prefer to go it alone, the Department will 
arrange on-the-spot help from any of the 468 commercial 
and economic officers attached to our 152 Embassies and 
Consulates. 

Showing your wares. 

Another example of the services available to you is 
our operation of nine permanent overseas Trade Centers 
in Europe, Asia, Australia and Latin America. At Trade 
Centers, American manufacturers show their goods to au- 
diences representing up to 80% of the purchasing power 
in these markets. Last year, Trade Centers produced $209,- 
000,000 in sales for U.S. firms. 

Or, you can participate in International Trade Fairs. 
The cost can be as low as $850 for space. The rewards can 
be high—$127,000,000 in immediate sales for these U.S. 
exhibitors last year. 

The Commerce Department provides booth design 
and construction at Trade Centers and Fairs, as well as 
advance promotion and personal calls on promising cus- 
tomers to ensure their attendance. 

Exports mean diversification for your company. 

96% of all American firms sell only in this country. 
Ridiculous! For most, the cost of constantly changing prod- 
uct lines, with all the attendant start-up and marketing 
expenses, is greater than learning to export existing 
products. Exporting adds years to many a product line. 
Take the case of a Texas manufacturer of car and truck air 


conditioners. The domestic market was levelling off as 
more cars and trucks were sold with air conditioning as 
original equipment. The Texas firm “diversified” by ex- 
porting its existing products to Japanese car manufacturers 
—with great success. 

About financing, insurance and taxes. 

The United States Government helps finance Ameri- 
ca’s exports. The Export-Import Bank of the United 
States (Eximbank) offers direct loans for large projects and 
equipment sales which require long term financing. It also 
cooperates with commercial banks in providing credit to 
overseas buyers of U.S. exports. Exim provides guarantees 
to commercial banks who in turn finance export sales. And 
now, by creating a Domestic International Sales Corpora- 
tion (DISC), you can defer Federal income taxes on one- 
half of your export profits, so long as those profits are used 
to increase further exports. 

The time is now. 

If you're already exporting, it's time you broadened 
your overseas markets. If you're not in exporting, it’s time 
you got started. 

There’s no great mystery —and a lot less red tape than 
you think. The Department of Commerce will show you 
how to get started. Exports mean profits. Find out for your- 
self. Send the coupon below. 

Or, better yet, write directly to: 

Director, Bureau of International Commerce, U.S. Depart- 
ment of Commerce, Washington, D.C. 20230. 


UNITED STATES OEPARTMENT OF COMMERCE | 
a 4 alae Bureau of International Commerce 
U.S. Department of Commerce 
waa a4 Washington, D.C. 20230 
I want to know more about export 


opportunities. Please send me your 
NZ. Introductory Guide to Exporting 


SUREAU OF INTERNATIONAL COMMERCE 
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